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INDIA = KEY EOONOMIC INDICATORS 


All values in U.S.$ milli unless Exchange rate: U.S.$.1.00=Rs.8.50. 
otherwise indicated. Indian fiscal 
year is April 1 to March 3l. 

Percent 


1976-77 1977-78 1978-79 Change (C/B) 
ac ee ee 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices ($ billion). 93.40 102.55 107.16 
GW at Constant (1970-71) Prices ($ billion) 56.58 60.68 62.92 
Per Capita GNP, Current Prices ($) 151.62 163.04 166.92 
Industrial Production Index (1970=100) 134.3 139.6 150.5 
Agricultural Production Index aivak 132.7 135.5 
(1967/68-69/70=100) 
Labor Force (million) 260 265 270 
Number of Persons Registered at 10.2 11.3 12.8 
Employment Exchanges (million) 


MONEY AND PRICES 

Money Supply with Public 18,364 21,625 25,541 

Prime Lending Rate (State Bank of 14 14-13 13 
India) (percent) ; 

Wholesale Price Index (1970-71=100) 176.6 185.6 185.5 

Consumer Price Index (1960=100) 302 323 332 


BALANCE OF PAYMENTS AND TRADE 
Gold, SDRS, and Foreign Exchange 3,747 5,823 7,368 26.6 
External Debt 12,177. 12,534 13,500 7.7 
Annual Debt Service 829 929 1,100 18.4 
Overall Balance2/ 1,911 2,392 1,696 -29.1 
Balance of Trade 85 -814 ~1,470S/ 80.6 
Indian Exports, FOB 6,054 6,322 6,3530/ 0.5 
U.S. Share®/” 708 782 980 25.5 


Indian Imports, CIF 5,969 7,136 7,823 9.6 


U.S. 1,135 779 948 21.7 
Major imports fram U.S. (1977): machinery and transport equipment, 237; oils and 

fats, 166; chemicals, 146. Major exports to U.S. (1977): textiles, 173; non-metallic 
mineral manufactures, 148; coffee and tea, 86. 


Current and Capital, Accounts Balance. 
Calendar year figures (1976, 1977, 1978). 

C/ By using the exchange rate of U.S. $ 1.00 = Rs.8.20, figures for balance of 
trade, exports and inports, respectively are -1,524, §585 and 8,109. 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, Planning Comission, U.S. Department of Commerce, 
World Bank. 





SUMMARY 


The Indian economy grew by approximately four percent 

in 1978-79. Another season of excellent monsoon rains 
was experienced, and a record foodgrain harvest of 
around 127 million MT is a likely prospect this crop 
year. Foodgrain stocks are expected to amount to more 
than 20 million MT by June 1979. Increased consumer 
purchasing power, electric power availability and 
imports have been the major factors in higher industrial 
output of approximately eight percent last fiscal year: 
However, the industrial sector is troubled by insufficient 
production and availability of such items as coal, steel 
and cement; regional power shortages, particularly in 
West Bengal; transportation and port difficulties; and 
insufficient private investment. 


The Central Government has projected a relatively large 
budget deficit of $1.7 billion this year and has proposed 
higher excise duties on a wide range of goods, including 
some essential items. Several of these taxes have been 
modified or withdrawn in the face of general criticism. 
Nevertheless, the tax increases are adding to inflationary 
pressures, particularly through increased petroleum prices 
which are raising manufacturing and transport costs. 
Inflation measured by the wholesale price index is likely 
to be in the range of 5 - 10 percent in 1979-60, in 
contrast to relative price stability last year. 


Imports of petroleum products and essential goods in short 
supply increased substantially in 1978-79 while exports 
were virtually stagnant, resulting in a foreign trade 
deficit of approximately $1.5 billion. An even larger 
trade deficit is expected this year. Nevertheless, the 
balance of payments situation remains very comfortable, 
primarily because of large inflows of foreign assistance 
and remittances from Indian workers in the Middle East. 
Foreign exchange reserves were at a record level of $7.4 
billion by the end of March 1979 and are likely to show 
a further substantial rise in the coming year. 


Total trade between the United States and India in 1978 
amounted to about $1.9 billion, almost evenly balanced. 
U.S. exporters should usefully concentrate on such major 
sectors of the Indian market as steel, coal, telecommuni- 
Cations, electronics, power, oil and gas exploration, and 
petrochemicals. U.S. direct investment in India declined 
to $328 million by end 1977, and prospects for significant 
new U.S. investment here are unlikely because of the 
Government of India's restrictive policies toward private 
foreign investors. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Gross National Product 


India's Gross National Product (GNP) in 1978-79 grew 

by approximately four percent, a respectable 
performance on top of the strong 7.4 percent increase 
in the previous fiscal year. The average annual growth 
of the economy during the past four years has exceeded 
five percent, considerably above the 3.5 percent annual 
average since Independence. This improved growth record 
has been due largely to four seasons of favorable 
monsoon rains. These have resulted in record harvests, 
which in turn have provided the increased purchasing 
power necessary for further industrial development. 


India's GNP in current prices now exceeds $100 billion; 
its economy is about the fifteenth largest in the world. 
Per capita GNP (also in current. prices) is now almost 
$170. These figures, however, are dollar conversions of 
rupee data and may be considerably understated. According 
to a recent study by the UN, India's per capita national 
income in "international" dollars may be about 3 1/2 
times higher than is expressed in current U.S. dollars if 
actual purchasing power in India is taken into account 
and compared with other economies. 


Agricuiture 


Another excellent monsoon occurred in 1978-79. Not only 
were the summer rains very plentiful in most of the 
country for the kharii crop, which consists primarily of 
rice, but also winter precipitation was timely for the 
rabi crop, mostly wheat. As a result, foodgrain production 
in 1978-79 will likely reach another record of around 

127 million MT, slightly exceeding last year's harvest 

of 125.6 million MT. Wheat output should be close to 

33 million MT, a new high for the fourth consecutive year. 
Commercial crops have generally done better this year. On 
the other hand, pulses, which are an important source of 
protein in the Indian diet, and oilseeds represent areas 
of serious concern to the Government, which is trying to 
encourage increased planting and output. In general, 
1978-79 agricultural production is expected to increase 
by about two percent over the previous crop year, despite 
flood losses in eastern and northern India. 
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Foodgrain stocks at the end of March 1979 were 
approximately 17 million MT. They are expected to 
rise to more than 20 million MT by the end of June 
1879 with sizeable government procurement (6 ~- 6.5 
million MT) of wheat. Consequently, the country's 
foodgrain storage capacity will be strained in the 
coming months. Also, a shift in the stock position 
has emerged with more rice and less wheat. During the 
past two years India has been a net exporter of wheat 
and rice. 


The Government continues to place high priority on 
increasing inputs to the agricultural sector. According 
to the Ministry of Agriculture, an additional 2.6 million. 
hectares were brought under irrigation in 1978-79. By 
March 1979, total irrigated land amounted to about 52 
million hectares, or close to half the country's alleged 
irrigation potential of 113 million hectares. However, 
optimum utilization of existing irrigation water all too 
frequently remains unsatisfactory. Fertilizer consumption 
in 1978-79 increased by 16 percent over the previous year 
and may be approximately ten percent higher this fiscal 
year. 


The Government has announced an expansion of its public 
distribution system effective July 1. The present network 
of approximately 240,000 fair price shops (selling a few 
essential items at conxrolled prices) will gradually be 
expanded to 350-375,000, so that each village or unit of 
population of 2,000 or above should have at least one shop. 
According tc announced plans, the new system will involve 
the procurement, transport, storage and distribution of 
wheat, rice, coarse grains, edible oils, common clothing, 
kerosene, soft coke and selected manufacturing items of 
mass consumption. The enlarged system of subsidized prices 
will mean greater costs to both the Center and the state 
governments and will be put to a severe test when 
agricultural production is unsatisfactory. The Government 
has also announced its intention of expanding its food- 
for-work program which uses wheat and rice to build rural 
infrastructure and generate employment. Approximately 

1.4 million MT of foodgrains were distributed under the 
program in 1978-79. 





Industry 


Industrial output increased by approximately eight 
percent in 1978-79, thereby fulfilling the Government's 
target. The industrial sector was buoyed by higher 
purchasing power and demand, particularly in rural 
areas. Corporate profits and dividends were generally 
higher. Despite considerable. improvement in a wide 
range of subsectors, however, several basic industries 
performed poorly. Coal mines, hit hard by floods in 
September 1978, produced only 102 million MT last 

fiscal year, about the same as in 1977-78 and considerably 
short of the Government's target. Shortages of coal, 
aggravated by reported coal handling inadequacies of the 
rail network, have adversely affected production in some 
steel plants, power stations and cement companies. Crude 
steel output from the integrated steel plants declined 
to 8.15 million MT in 1978-79, compared to an official 
target of 10 million MT. 


Other shortages occurring in recent months have included 
high speed diesel (HSD), furnace oil,sulfur, soda ash, 
paper, copper, aluminum and caustic soda. Some shortages 
have been caused by deteriorating port conditions, 
particularly in Bombay and Calcutta. More importantly, 
industrial capacity utilization remained unsatisfactory 


in a number of industrial sectors, and not. enough investment, 
particularly from the private sector, has apparently gone 
into new plant and equipment. The country's industrial 
capacity and its utilization rate must be substantially 
improved if the Government's industrial goal (seven percent 
annual growth) is to be achieved and serious shortages 

of essential goods averted. 


The power situation has improved in most parts of the 
country in recent months. Power availability in 1978-79 
was 12 percent higher than in the previous year. However, 
the deficit in power generation was about ten percent of 
nationwide requirements in early 1979. The power sector 
continues to be troub’ed by poor equipment maintenance, 
worker inefficiency and indiscipline, inadequate 
management, and the financial weakness of some state 
electricity boards. A rash of equipment breakdowns in 
already power-short West Bengal resulted in a power crisis 
in April 1979 when most industrial units there had to 
close for about a week. The demand for electricity in 
India in recent years has been increasing at more than 





twice the rate of GNP growth, and the Janata 
Government has placed increased emphasis on power 
development, which accounts for 23 percent of 
development expenditures in the 1978-83 draft Plan. 
Nevertheless, the Government's ambitious target of 
increasing generating capacity by 3,800 MW last 

fiscal year was not reached. Even the Government's 
claim of commissioning approximately 3,000 MW has been 
challenged by the engineers federation, which asserted 
that one half of this capacity will actually be 
commissioned only later this year. A lower target of 
3,165 MW additional capacity has been set for 1979~80. 


Fiscal Developments 


The 1979-80 Central Government budget projects total 
expenditures’ of $22.6 billion, revenues of $20.9 billion, 
and a deficit of $1.7 billion. (A record deficit of 

$2.6 billion occurred ‘last fiscal year.) Defense 
expenditures are expected to account for 16.5 percent of 
planned Central Government spending this year. The 
1979-80 Annual Plan for development purposes has a total 
outlay of $14.7 billion, up only about seven percent over 
the previous year. The Finance Minister originally 
proposed higher excise duties on a wide range of items, 
including kerosene, petrol, HSD, cooking gas, soap, 
detergents, matches, toothpaste, toothbrushes, cookies 
and tobacco products. Criticism of these tax increases 
was so intense, however, both from within and outside the 
Janata Party that some of the proposed duties have been 
withdrawn. This will likely result in less government 
revenue and a higher than projected deficit this year. 
The Indian fiscal system is becoming even more heavily 
dependent on revenue from indirect taxes. The Finance 
Minister also proposed important tax concessions for 
wealthier farmers. 


Considerably more funds will be transferred from the 
Center to the states, as recommended by the Seventh 
Finance Commission. Dvring 1979-83 the transfer of tax- 
generatcd revenue to the states is expected to total 
approximately $25 billion, almost double the amount in 
1974-79. The states’ share of the basic excise duty has 
been doubled from 20 to 40 percent, while their share of 
personal income tax collections has been increased from 
80 to 85 percent. More debt relief has been provided. 
Also, additional Central Plan assistance of $3 billion 
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has been approved for the states during the 1978-83 
plan period, over and above the $12 billion originally 
allotted. The reaction of the states to these measures 
has ‘been generally favorable, and the 1978-83 plan is 
expected to be approved shortiy. Nevertheless, some 
criticism has been voiced that the states are relying 
too heavily on funds from the Center and are not 
generating enough resources on their own. 


Prices 


India experienced general price stability in 1978-79, 
with no increase in the average wholesale price index 
for the year. The consumer price index (CPI) was 

almost three percent higher in 1978-79 than in the 
previous year, but the suspicion is widespread that 

this index does not accurately record the real inflation 
that is in fact occurring. The CPI. not only measifres a 
market basket of goods which has a heavily weighted food 
component and numerous artificially controlled prices for 
lower income groups, but also it is based on an outdated 
(1960) index. However, a new index using 1971 as the 
base is being compiled and should reduce distortions in 
measuring inflation. 


The tax proposals presented in the budget message of 
February 28 have already led to a substantial price 
increase of some products. The wholesale price index 
increased by more than three percent in March alone. 
Increased petroleum prices and a rise in railway freight 
rates are having a ripple effect, raising transport and 
manufacturing costs which are being passed on to consumers. 
Inflationary pressures are growing because of relatively 
large government deficits and a fast-growing money supply 
which has increased by 18 percent annually during the 

past two years. Given this situation, the Reserve Bank 

of India (RBI) is attempting to maintain (without too 

much success) a rather restrictive credit policy. Inflation 
in India, as measured by the annual average of the wholesale 
price index, is likely to be in the range of 5-10 percent 
during 1979-80. 


Balance of Payments 


The value of Indian imports in 1978-79 increased by 
approximately ten percent over the previous year, to a 
level of $8.1 billion. The most important component of 
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the import bili continues to be crude and refined 

petroleum products - just over $2 billion in 1978. 

Abundant foreign exchange reserves have enabled the 

import of essential goods in short supply locally, 

such as edible oils, cement and selected steel products. 
Also, the Government's liberalized import policy has 
resulted in increased purchases of capital goods and 
equipment. On the other hand, exports remained essentially 
stagnant in 1978-79 at around $6.6 billion because of 

lower international prices for such goods as tea and coffee, 
labor strikes at ports, protectionist pressures in industrial 
countries that affect, inter alia, Indian textile exports, 
and the Janata Government's decreased emphasis on exporting 
goods in short supply on the domestic market. 


The resulting 1978-79 foreign trade deficit ~ approximately 
$1.5 billion - was almost double that of the previous year. 
The trade deficit in 1979-80 is expected to exceed $2 
billion, a record high. The cost of petroleum imports may 
rise as high as $2.7 billion this year because of recent 
price increases by OPEC countries and higher import 
requirements due to growing petroleum consumption. Further, 
the Government is expected to continue its liberal import 
policy to encourage industrial development, to supplement 
the supply of scarce goods, and to reduce inflationary 
pressures. 


Despite the trade deficit, India's balance of payments 
situation remains very comfortable because of large 
continuing inflows of foreign assistance and earnings from 
“invisibles", particularly remittances from Indian workers 
in the Middle East. Disbursements of gross external aid 
from the World Bank and developed countries were 
approximately $1.8 billion in 1978-79, while debt service 
payments amounted to $1.1 billion. By March 1379 the 
foreign aid pipeline had grown to about $5.8 billion 
because of the shift from quick disbursing projects to 
longer term investment, particularly in agriculture. 
Foreign aid donors hore that the Government of India will 
be able to pursue a policy of using more external resources, 
both aid and imports, to promote internal economic growth. 


According to the Ministry of Finance, earnings from 
invisibles (excluding interest earned by the RBI on its 
foreign securities) amounted to $2.7 billion in 1978, 
compared to $2.3 billion in 1977, and may be over $3 billion 
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in 1978. More than half of these earnings during the 
past two years have come from Indian workers abroad. 

It now appears that private remittance earnings have 
levelied off, but these flows to India will probably 
remain at a relatively high level for the next few 
years. Other significant sources of income are foreign 
tourists ($400 million in 1978-79) and interest earned 
by the RBI on its foreign securities ($380 million in 
1978). Total foreign exchange reserves by the end of 
March 1979 reached a record $7.4 billion, an increase 
of almost $1.6 billion during 1978-79. The reserve level 
is now equivalent to about 11 months of imports. FX 
reserves are expected to exceed $8 billion by the end 
of 1979. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


Trade between the United States and India in 1978 amounted to 
approximately $1.9 billion, or about 13 percent of India's 


total trade. The United States remains India's largest 
trading partner. The bilateral trade flow last year was 
essentially in balance, with U.S. exports to India 

($948 million} only $30 million less than Indian exports 

to the U.S. The U.S. share of total Indian imports is 

now almost 12 percent, while Indian exports to the U.S. 

are 15 percent of total Indian exports. It is expected 
that India-U.S. trade in 1979 will remain at about the same 
overall level as last year. 


U.S. exporters have been able to take advantage of India's 
import liberalization measures by supplying capital goods 

for steel plants, offshore oilfield equipment, communications 
satellites, and electronic components, as well as significant 
amounts of spare parts. Also, the U.S. has become an 
important supplier of edible oils to India, with exports 
valued at almost $170 million in 1978. Other U.S.agricultural 
commodit #s exported here include almonds, raisins,. and 
pulses. 


Overall, U.S. export prospects in India appear to be bright 
as long as the Government maintains a relatively liberal 
import policy and the balance of payments situation remains 
satisfactory. U.S. exporters can usefully focus on such 
major areas of the Indian market as steel, coal, mining, 
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telecommunications, sophisticated machine tools, 
computers and computer peripherals, electronics, power 
equipment, oil and gas exploration, fertilizer plants, 
petrochemicals, cement plants and industrial process 
controls. 


However, U.S. suppliers are sometimes at a disadvantage 
because their European and Japanese competitors can 

often offer more favorable financing terms. For example, 
the U.K. offers substantial grant aid that is tied to 

the purchase of British goods. This has adversely 
affected some U.S. exporters, such as those supplying 
power generating and mining equipment. Also, the 
Government follows a practice of favoring the award of _ 
contracts on public sector projects (e.g. power generation 
and steel) to Indian enterprises, especially public sector 
corporations, even though the U.S. company submits the 
lowest bid and is preferred for technological reasons by 
the purchaser. U.S. firms are sometimes invited to bid 
for the sole purpose of providing a “bench mark" against 
which the Indian company can bid. In addition, the lack 
of a taxation agreement between India and the U.S., Indian 
taxes on know-how fees, and lengthy procedures for getting 
Indian permission to bring in foreign experts are major 
factors blocking the import of American technology. 


Investment 


U.S. direct investment in India (as calculated by the 

U.S. Department of Commexce) amounted to $328 million at 
the end of 1977. It is likely that this investment has 
declined since then partly because of the sale of several 
U.S. firms and partly because of continued equity dilution 
by some U.S. companies operating in India under the 
Foreign Exchange Regulation Act (FERA). Except for 
foreign pharmaceutical firms, the process of equity dilution 
has mostly been completed. Despite vigorous protests from 
drug producers, the Government's restrictive policy toward 
foreign drug companies and also toward Indian drug firms 
is being implemented, which could impede new investment in 
this sector. 


The present Government, aS was the case with the previous 
administration, is essentially interested in private 

foreign investment only on its own terms, i.e. as a means 

of acquiring foreign technology, promoting export industries, 
or assisting priority domestic sectors. Given the official 
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goal of technological self-reliance, prospects for 
significant new U.S. investment in India are not 
bright. However, U.S. businessmen do have limited 
opportunities for selected technical and financial 
collaborations with Indian partners in certain high 
technology industries, in joint ventures for export, 
and in third countries. 


* U. S. GOVERNMENT PRINTING OFFICE: 197 9--281-058/157 








